premier Tobacco Industries Ltd, 

Karachi. Pakistan 
(Associated Company) 

S. A. Samad, Chairman Managing Director 
p X, Philip Morris Indonesia 
Malang, Indonesia 

Willy Hardiman Scliasarwana. Director 
Djarot Sctyabudi, Director 
John R Barry, General Manager 
Benson A. Hedges {Canada) Ltd. 

Toronto, Ontario, Canada 

Benson A Hedges Tobacco Company 

Montreal, Quebec, Canada 

Formosa Spring Brewery 

Barrie, Ontario. Canada 

Antonio Toledo, President 

Charles Lombard, Executive Vice President <6 

President, Benson A Hedges Tobacco Company 

George E. Mara, Director A Chairman, 

Formosa Spring Brewery 

Norman B, Wright, Vice President A President, 

Formosa Spring Brewery 

Harold F Powell, Vice President 

Oscar Y. Primeau, Vice President 

John R. Pritchard, Vice President 

Ronald A. Moles, Director of Finance, Treasurer 

A Secretary 

Paul Bienvcnu, Director 
Robert B. Chisholm, Director 
John B. Claxton, Q.C., Director 
William Stevenson. Director 
W. Denis Whitaker, Director 
Philip Morris Latin America 
Coral Gabies, Florida 

William K.. Howell, Regional Vice President 
Cigarrera Sacional, S.A. 

Mexico, D.F, Mexico 
Leon R. Kraiem, President 

Lie. Fernando Hahn hausen. Director A Secretary 
William A. Saupe, Managing Director 
Allen A. Schumer, General Manager 
Tabacalera Centroamericana, S.A. 

Guatemala, Guatemala 

Alfonso A. Sobalvarro, President 

Lie. Jorge Skinner-Klee, Director A Secretary 

Alvaro Delgado Wyld, Director 

Douglas R. Pilling, General Manager 

E. Ledn Jimenes, C. Por A. 

Santiago de los Caballeros 

Dominican Republic 

Eduardo A. Leon, President 

Fernando A. Leon, Executive Vice President 

Jose A. Ledn, Director 

C. Guillermo Ledn, Director 

Dr. F. Carlos Alvarez, Director 

Philip Morris de Puerto Rico 

Caparra Heights, Puerto Rico 

Charles M. Pasarell, Chairman 

Julio Ayala, General Manager 


Proveedora Ecuatoriana, S.A. 

Quito, Ecuador 

Fernando Donoso, General Manager A 

Executive Vice President 

Thomas C, Wright, Director 

Dr. Antonio J. Quebedo, Director 

Fabiola Quebedo. Secretary 

South America 

Hans W. Kolbe, Area Director 
C. A. Tabacalera Nacional 
Caracas, Venezuela 

Alberto Reyna, Chairman of Advisory Board 
Dr. J. A. Cordido-Freytes, President A Director 
Jorge Blohm, Vice President A Director 
Andres Boulton, Vice President A Director 
Eugene Capucio, Vice President A Director 
Richard A. Hutchinson, Jr., General Manager 
Carlos Tejada, Secretary 
Massalin A Celasco, S.A.C. e 1. 

Buenos Aires, Argentina 
Alejandro J. Massalin, President A Director 
Horacio E. Celasco, Vice President A Director 
Francisco J. Celasco, Vice President A Director 
Danilo P. Massalin, Vice President A Director 
Pedro C. Massalin, Vice President Director 
Dr, Damian Bcccar Varela, Director 
Roger V. D. Booth, General Manager 

Miller Brewing Company 

4000 West State Street. 

Milwaukee, Wisconsin 

John A. Murphy, Chairman 

B. William Kostecke, President 

John F. Savage, Executive Vice President, 

Secretary A General Counsel 

Harold C. Cushenbery, Vice President, Director 

of Marketing 

Charles H. Day, Vice President, Director of 
Operations 

Eugene J. Hay man, Vice President, Director of 
Industrial Relations 

Lauren S. Williams, Vice President, Corporate 
Planning 

Robert H. Lindstrom, Controller 

Clement G. Meyn, Master Brewer and Technical 

Director 

Phil A. Grau, Assistant Secretary 



Philip Morris Industrial 

622 North Cass Street, Milwaukee, Wisconsin 

Fred M. Stefan, President 

F. James Short, Vice President 

Arthur P. Witt, Vice President 

MHprint Inc. 

4200 North Holton Street, Milwaukee, Wisconsin 

James B. Kurtzweil, President 

Max G. Kocour, Executive Vice President 

Thomas V Stoll, Executive Vice President and 

Treasurer 

Ralph J. Becker, Vice President 

Walter J. Hullinger, Vice President 

Edward B, Kime, Vice President 

Jack R. Jewell, Secretary 

Nicolet Paper Company 

West De Pere, Wisconsin 

Robert G. Etter, President 

T. Richard Probst, Senior Vice President 

Horace B. Faber, Jr., Vice President 

Richard L. Radt, Vice President 

William L. Coggins, Controller and Assistant 

Treasurer 

Plaitiwell Paper Company, Inc. 

Plainwell, Michigan 

Robert G. Etter, President 

Richard L. Radt, Executive Vice President 

Donald V. Martin, V'ice President 

Polymer Industries, Inc. 

1200 High Ridge Road 
Stamford, Conn. 

Richardson Thurston, President 

Leonard L. Adler, Vice President 

Raymond T. Clarke, Vice President 

Albert E. Cohen, Vice President 

James S. 2A)Iler, Vice President 

Warren D. Fletcher, Controller-Treasurer 

Armstrong Products Company 

Argonne Road 

Warsaw, Indiana 

Cecil W. Armstrong, President 

Edmund P. Whitby, Executive Vice President 

and Treasurer 

Mission Viejo Company 

26137 La Paz Road, Mission Viejo, California 
James E. West, Chairman of the Board 
Philip J. Reilly, President 

Anthony R. Moiso, Vice President and Secretary 

Jerome Moiso, Director 

Richard O’Neill, Director 

James G. Toepfer, Senior Vice President- 

Operations 

Roger F. Clark, Vice President, Financial Systems 
Division 

James G. Gi lie ran. Vice President, Administrative 
Services Division 

Robert E. Osborne, Vice President, Building 

Systems Division 

Robert Rodman, Controller 


1) Ross R. Millhiser. 2) Hugh Cullman. 3) John 
A. Murphy. 4) Fred M. Stefan. 5) Philip J, Reilly. 
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Financial Review 


The year 1971 was one of continuing 
major gains in operating revenues, 
income and the strength of the Philip 
Morris Incorporated balance sheet. 

The accompanying table illustrates the 
considerable increase in operating 
revenues and earnings per share for the 
past 5-10-15 year period. These results 
clearly establish Philip Morris among 
the leaders of major growth companies. 

We were pleased during the year to see 
an improvement in the important pretax 
profit margin as illustrated in Chart # 1. 
The improvement in this margin during 
the past five years of almost 25 % is 
one of the important reasons for the 
continuing good increases in our 
earnings per share. This improvement 
has been the result of our sharply higher 
sales together with a highly effective cost 
control program. 

Capital expenditures during the year 
were up sharply to a new record level of 
$68,001,000. However, as indicated 
on Chart #2 and in greater detail on 
page 42, funds from operations after 
dividends were more than sufficient to 
cover our capital expenditures. We are 
anticipating that the same situation 
will continue for the next five years 
during which period we are forecasting 
aggregate capital expenditures of 
over $400,000,000. In 1972, capital 
expenditures are expected to exceed 
$85,000,000. 

1971 was the fourth consecutive year in 
which the common stock dividend was 
increased. However, due to the Phase 2 
restrictions, we were permitted to raise 
the quarterly dividend by only 4%, 
or 10 per share. Chart #3 illustrates our 
very conservative dividend policy in 
recent years, which we consider sound 
in view of the substantial growth in our 
business with the attendant need for 


more and more funds, plus the 
important fact that our pretax return on 
stockholders’ equity as shown in Chart 
#4 has averaged better than 30% in 
recent years. 

The rapid growth in our per share 
earnings has been well documented, but 
Chart #5 illustrates this growth 
performance as contrasted with that of 
the 425 stocks used in the Standard & 
Poor’s Industrial Average. 

Our balance sheet position continued to 
strengthen substantially and Chart #6 
illustrates the important reductions 
in the past few years in our debt-to- 
equity-ratios. In the past five years 
stockholders’ equity has increased $329 
million and working capital $ 164 
million as shown in Chart #7. With 
total assets over $ 1 V 3 billion and a 
strong current position, your company 
is in excellent financial condition and 
well postured to finance our projected 
growth. There are no near-term 
maturities on the funded debt, and there 
appears to be no need for any domestic 
long-term debt or equity financing in 
the next several years. 

If the “Balance of Payments Program” 
is continued, it will probably be 
necessary for us to sell some medium- 
and long-term bonds overseas to obtain 
the funds we will need for our expanding 
international business. During 1971 we 
sold in Europe $15 million of 7-year 
notes, $ 15 million of 15-year bonds, 
and $ 17.9 million of 7-year guilder 
notes. These three issues, together with 
our Eurodollar revolving credit, 
provided the company with ample 
funds for its international operations. 

The new monetary accord, which 
revalued most of the major currencies 
and which took effect in December, 
appears to have been a sound move. 
However, whether it will prove to be a 
permanent solution to the monetary 
problems that have plagued the world 
in the last several years will depend to a 
considerable extent on the success of the 
trade and other negotiations which are 
now taking place. The various 
revaluations of foreign currencies 
resulted in an overall favorable balance 


sheet adjustment of $3 million which 
was credited to the Reserve for 
International Operations. The effect 
of this program on our operating 
results was positive but not material. 

The effects of Phase 2 on our business 
in 1972 are rather difficult to assess at 
this time. Tobacco workers’ wage 
increases of approximately 6% under 
our union contract have gone through, 
and leaf tobacco, by far the largest item 
in our cigarette costs, is not under 
Phase 2 controls. Thus, we will be faced 
with higher costs not only in our cigarette 
business but also in all our other 
divisions and departments. Whether we 
will be permitted a small cigarette price 
increase is undeterminable at this time. 
However, we do anticipate the benefits 
of higher volume in 1972. 


5-10-15-Year Growth Record 
(000 Omitted) 


5 Years 

1971 

1966 

Compounded 




Average 



Annual Growth 




Rate 

Operating 

Revenues 

$1,852,495 

$771,975 

19.1% 

Pre-Tax 

Income 

189,800 

65,144 

23.8% 

Earnings 
Per Share 

4.02 

1.54 

21.2% 

10 Years 

1971 

1961 

Compounded 




Average 



Annual Growth 




Rate 

Operating 

Revenues 

$1,852,495 

$529,127 

13.3% 

Pre-Tax 

Income 

189,800 

45,985 

15,2% 

Earnings 
Per Share 

4.02 

0.94 

15.6% 

15 Years 

1971 

1956 

Compounded 




Average 



Annual Growth 




Rate 

Opepating 

Revenues 

$1,852,495 

$410,263 

10.6% 

Pre-Tax 

Income 

189,800 

31,781 

12.7% 

Earnings 
Per Share 

4,02 

0.67 

12.7% 
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Operating Revenues a 

Net Funds from Operations 

Earnings per Share m 

Pre-Tax Margins (% ) — 

after Dividends a 

Dividends Declared per Share 

Chan 1 

Consolidated Capital Expenditures — 

Chart 3 


Chart 2 


Millions of Dollars 

Percentage Millions of Dollars 

Dollars 


Pre-Tax Return on Stockholders’ Equity 

Philip Morns ■ 

Dow Jones 30 Industrials — 

Chart 4 


Primary Earnings Per Share (1957=100) 

Philip Morris ■ 

Standard & Poor’s 425 — 

Chart 5 


Long-Term Debt to Equity 
Senior Long-Term Debt to Equity ■ 
Subordinated Long-Term Debt to Equity 
Chart 6 


Percentage 

40 


Percentage 

100 


IHIL 





Stockholders Equity 
Working Capital — 
Chart 7 


Millions of Dollars 
600 
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Consolidated Balance Sheets Philip Morris Incorporated and Consolidated Subsidiaries 


i 


December 31, 1971 and 1970 


Assets: 

Cash and cash equivalents 

Receivables .. 

Inventories: 

Leaf tobacco.r . 

Other raw materials 

Work in process ^nd finished goods 


Prepaid expenses 


Total current assets 


Investments in and advances to unconsolidated subsidiaries and affiliates: 

Domestic. ... 

Foreign .... 


Property, plant and equipment, at cost: 

Land and land improvements. 

Buildings and building equipment 

Machinery and equipment.. 

Construction in progress . 

Less, Accumulated depreciation 


Other assets 


Brands, trademarks, patents and goodwill 


See notes to financial statements. 


1971 

1970 

$ 48,343,000 

■$ 52,042,000 

102,448,000 

101,519,000 

497,954,000 

444,102,000 

42,348,000 

39,152,000 

129,942,000 

.85,174,000 

670,244,000 

568,428,000 

5,418,000 

6,848,000 

826,453,000 

728,837,000 

20,086,000 

21,637,000 

80,369,000 

67,752,000 

100,455,000 

89,389,000 

14,362,000 

12,357,000 

108,945,000 

107,357,000 

265,638,000 

254,029,000 

58,130,000 

20,345,0001 

447,075,000 

394,088,0001 

173,005,000 

157,391,000 

274,070,000 

236,697,000 

- 22,127,000 

15,396,000 

168,930,000 

169,105,000 

$1,392,035,000 

$1,239,424,000 


I 


I 


1 

\ 

t 
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1971 


1970 


Uabllities: 

Notes payable . .. 

Accounts payable and accrued liabilities 
Federal and other income taxes 
Dividends payable 


Total current liabilities 


Long-term debt: 
Senior 

Subordinated 


Deferred income taxes 


Reserve applicable to international operations 
Other, including deferred investment credit 

Total liabilities ... .... 


Stockholders’ Equity: 

Cumulative preferred stock, par value $100 per share 
Common stock, par value $ 1 per share 

Additional paid-in capital . 

Earnings reinvested in the business . 

Less, Cost of treasury stock 


$ 201,500,000 

$ 187,300,000 

166,704,000 

146,744,000 

32,365,000 

39,642,000 

8,293,000 

7,469,000 

408,862,000 

381,155:000 

216,433,000 

136,003,000 

178,331,000 

192,069,000 

30.658,000 

19,822,000 

14,401,000 

8,618,000 

6,564,000 

6,580,000 

812,921,000 

786,575,000 

25,104,000 

26,285,000 

150,104,000 

384,031,000 

585,524,000 

6.410,000 

579,114,000 

$1,392,035,000 

25,434,000 

24,414,000 

95,210,000 

314,365,000 

459,423,000 

6,574,000 

452,849,000 

$1,239,424,000 


Source: https://www.industrydocuments.ucsf.edu/docs/qmflOOOO 
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Consolidated Statements of Earnings Philip Morris Incorporated and Consolidated Subsidiaries 


for the years ended December 31, 1971 and 1970 




1971 

. 1970 

Operating revenues _____- . ... 

...... 

.. $1,852,495,000 

$1,509,540,000 

Cost of sales: 




Cost of products sold ... 


700,021,000 

577,106,000 

Federal and foreign excise taxes on products sold .. 


642,529,000 

519,216,000 

Gross profit 


509,945,000 

413,218,000 

Marketing, administration and research costs 


278,736,000 

219,527,000 



231,209,000 

193,691,000 

Equity in net earnings of unconsolidated subsidiaries and affiliates: 




Domestic ........ 



2,710,000 

Foreign . 


9,928,000 

6,779,000 



9,928,000 

9,489,000 

Operating income of operating companies * .. 


241,137,000 

203,180,000 

Corporate expense .... 


18,412,000 

15,310,000 

Interest expense 


35,472,000 

35,425,000 

Other (income) deductions, net 


(2,547,000) 

2,437,000 

Earnings before income taxes . 


189,800,000 

150,008,000 

Provision for federal and other income taxes: 




Current .... . . 


78,743,000 

72,168,000 

Deferred ... 

.. . 

- -9,559,000 

342,000 



88,302,000 

72,510,000 

Net earnings ... 

. 

$ 101,498,000 

$ 77,498,000 


Earnings per common share: 

Primary ... ...............v -- - • $4.02 

Fully diluted .......... $3.64 


$3.36 

$ 2^5 




See notes to financial statements. 
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Consolidated Statements of Stockholders' Equity Philip Morris Incorporated and Consolidated Subsidiaries 


for the years ended December 31, 1971 and 1970 



Preferred 

Common 






Stock, 

Stock, 






Authorized 

Authorized 


Earnings 




and Issued 

50,000,000 

Additional 

Reinvested 

Cost of 

Total 


at $100 

Shares at $ 1 

Paid-In 

in the 

Treasury 

Stockholders’ 


Par Value 

Par Value 

Capital 

Business 

Stock 

Equity 

Balance, January /, 1970 

$25,765,000 

$23,410,000 

$ 58,947,000 

$262,189,000 ($14,503,000) 

$355,808,000 

Net earnings for the year 






1970 




77,498,000 


77,498,000 

Cash dividends declared: 






Preferred stock: 







4% Series 




( 545,000) 


( 545,000) 

3.90% Series 

Common stock, 




( 325,000) 


( 325,000) 

$1.05 per share 




(24,452,000) 


( 24,452,000) 

Preferred stock 






purchased for treasury 




( 

596,000) 

( 596,000) 

Treasury and unissued 






• 

common stock issued 
upon conversion of 
debentures 


827,000 

33,343,000 


8,238,000 

42,408,000 

Proceeds from 





common stock issued 
under stock options 


177,000 

2,876,000 



3,053,000 

Preferred stock retired 






through sinking fund 

( 331,000) 


44,000 


287,000 


Balance, December 31,1970 
Net earnings for the year 

25,434,000 

24,414,000 

95,210,000 

314,365,000 ( 

6,574,000) 

452,849,000 

1971 




101,498,000 


101,498,000 

Cash dividends declared: 






Preferred stock: 







4% Series 




( 496,000) 


( 496,000) 

3.90% Series 

Common stock. 




( 256,000) 


( 256,000) 

$1.21 per share 




(31,080,000) 


( 31,080,000) 

Preferred stock j 






purchased for treasury 
Treasury and unissued 




( 

2,021,000) 

( 2,021,000) 

common stock issued 







upon conversion of 
debentures 


1,690,000 

51,274,000 


1,936,000 

54,900,000 

Proceeds from 





common stock issued 
under stock options 


181,000 

3,539,000 



3,720,000 

Preferred stock retired 






through sinking fund 

{ 330,000) 


81,000 


249,000 


Balance, December 31,1971 

$25,104,000 

$26,285,000 

$150,1047000 

$384,031,000 ($ 6,410,000) 

$579,114,000 


( ) Denotes deduction. 

See notes to financial statements. 
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Consolidated Statements of Changes in Financial Position Phiup Morr« incorporated and consolidated subsid,ar,cs 


for the years ended December 31, 1971 and 1970 



1971 1 

1970 

Source: 


(Note) 

Net earnings 

$101,498,000 

$ 77,498.000 

Add (deduct) items not requiring outlay of funds: 



Depreciation 

21.500.000 

17,658,000 

Amortization 

1,421,000 

1,672,000 

Deferred income taxes and investment credit 

9,559,000 

.342,000 

Provision for reserve applicable to international operations 

1,723,000 

2,101,000 

Equity in net earnings of unconsolidated subsidiaries and affiliates 

( 9,928.000) 

( 9,489,000) 

Dividends received from unconsolidated subsidiaries 

2,875,000 

1,648,000 

Funds from operations . 

128,648,000 

91,430,000 

Financing: 



Changes in long-term debt: 



New long-term debt 

47,868,000 

86,750,000 

Reduction in long-term debt: 



Conversions into common stock 

(56,066,000) 

(43,575,000) 

Prepayments and retirements 

( 9,766.000) 

( 5,141,000) 

Net change in long-term debt 

(17,964,000) 

38,034,000 

Stockholders’ equity: 



Shares issued on conversion of debt 

54,900,000 

42,408,000 

Shares issued under stock options 

3,720,000 

; 3,053,000 

Shares of preferred stock purchased for treasury 

( 2,021,000) 

( 596,000) 

Funds from financing 

38,635,000 

82,899,000 

Net unrealized exchange gains added to reserve 



applicable to international operations 

2,928,000 

548,000 

Total funds available . 

$170,211,000 

$174,877,000 

Application: 



Dividends . .........__ _ .. . . .... 

$ 31,832,000 

$ 25,322,000 

Expansion and modernization of property, plant and equipment: 



Additions. ..... ..... _ 

68,001,000 

39,595,000 

Disposals . . . 

8,442,000 

2,362,000 

Net cost of expansion and modernization 

59,559,000 

37,233,000 

Investments in and advances to unconsolidated subsidiaries and affiliates 

4,013.000 1 

1 2,210,000 

Investments in consolidated subsidiaries: 



Miller Brewing Company .... ......... .... . 


97,106,000 

Other ™ - ........ 

- 12,489,000 

13,533,000 


12,489,000 1 

110,639,000 

Less, working capital acquired .. . . .... - 

10,234,000 

33,162,000 

Net funds applied to investments in consolidated subsidiaries* . 

2,255,000 

77,477,000 

Other, net ............ ..... . . 

2,643,000 

824,000 

Increase in working capital (see supporting schedule) ...... 

69,909,000 

31,811,000 

Total funds applied .... ... .... 

$170,211,000 

$174,877,000 

Note: Restated to conform with an opinion of the Accounting Principles 



Board. 



*Net funds applied to investments in consolidated subsidiaries represent: 



Net non current assets of companies acquired, principally property, plant and 



equipment, net........ 

$ 362,000 

$ 50,769,000 

Cost in excess of net assets acquired.. ....... 

1,893,000 

156,708,000 


2,255,000 

207,477,000 

Less, Amount invested in Miller Brewing Company in 1969 .—. 


130,000,000 

Net funds applied to investments in consolidated subsidiaries. 

$ 2,255,000 

$ 77,477,000 


See notes to financial statements. 
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Changes in Components of Working Capital 


Philip Morris Incorporated and Consolidated Subsidiaries 


for the years ended December 31. 1971 and 1970 

----—-^---- ^ -iV 

Changes in current assets: 

Cash and cash equivalents 

Receivables 

Inventories: 

Leaf tobacco 
Other raw materials 
Work in process and finished goods 
Prepaid expenses 

Increase in current assets 


1971 


($3,699,000) 

929,000 

53,852,000 
3,196,000 
44,768,000 
( 1,430,000) 
97,616,000 


1970 


$ 10,157,000 
19,174,000 

80,576,000 

14,609,000 

25,924,000 

3,409,000 

153,849,000 


Less. Chatti’es in current liabilities: 

Notes payable 

Accounts payable and accrued liabilities 
Federal and other income taxes 
Dividends payable 

Increase in current liabilities 
Increase in working capital 

Sec notes to financial statements. 


14,200,000 
19,960,000 
( 7,277,000) 
824,000 
27,707,000 
$ 69,909,000 


28,900,000 
69,149,000 
22,352,000 
1,637,000 
122,038,000 
$ 31,811,000 


Report of Independent Certified Public Accountants 


To the Board of Directors and Stockholders of Philip Morris Incorporated: 

We have examined the consolidated balance sheet of PHILIP MORRIS INCORPORATED and Consolidated Subsidiaries as of 
December 31, 1971, and the related consolidated statements of earnings, stockholders’ equity and changes in financial position 
for the year then ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we considered necessary in 
the circumstances. We previously examined and reported upon the consolidated financial statements for the year 
ended December 31, 1970. 

In our opinion, the financial statements mentioned above present fairly the financial position of Philip Morris Incorporated 
and consolidated subsidiaries at December 31, 1971 and 1970 and the results of their operations and the changes in financial 
position for the years then ended, in conformity with generally accepted accounting principles applied on a consistent basis. 

New York, January 25,1972 Lybrand, Ross Bros. & Montgomery 
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Notes to Consolidated Financial Statements 


r 


i 

I 

i 

i 


CONSOLIDATION: 

The consolidated financial statements include the accounts of the Company and all subsidiaries whose common stock is 
wholly owned. 

In 1969, the Company purchased approximately 53% of the capital stock of Miller Brewing Company and on July 31, 1970 
acquired all of the remaining outstanding shares. The Company’s equity of 53% in the net earnings of Miller from January 1 
through July 31, 1970 is shown as equity in net earnings of domestic unconsolidated subsidiaries and affiliates in the 
accompanying 1970 consolidated statement of earnings; thereafter Miller’s results are fully consolidated. Included in 1971 
and 1970 operating revenues and operating income of operating companies were $204,134,000 and $78,542,000, respectively, 
of sales and $ 1,300,000 and $4,913,000, respectively, of operating income of Miller Brewing Company. 

During 1970, the Company invested $20,055,000 in convertible notes, capital stock and related options of Mission Viejo 
Company, a California based land development company. Under the terms of the agreement, the Company will make an 
additional investment of $ 13,500,000 if the options are fully exercised, which exercise must be made in no less than three nor 
more than five years from December, 1969. The agreement also provides for the Company to vote a majority of the stock of 
Mission Viejo while the options are outstanding. Exercise of all of the options and conversion of the notes would give the 
Company a majority interest in Mission Viejo. This investment in Mission Viejo is stated at cost and is included in investments 
in and advances to unconsolidated domestic subsidiaries and affiliates in the December 31, 1971 and 1970 consolidated 
balance sheets. 

Investments in and advances to other unconsolidated subsidiaries and affiliates (the Company’s percentage of ownership ranges 
from 30% to 92%) are stated at cost adjusted for equity in undistributed earnings or losses since the dates of acquisition 
except for one minor foreign affiliate which is stated at cost. The Company’s investment in these subsidiaries exceeds its equity 
in their net assets by approximately $5,000,000. The Company is not amortizing this excess, which represents goodwill 
that arose prior to November 1, 1970, because, in the opinion of management, the related investments have not experienced 
any diminution in value. 

Amounts included in the financial statements for the foreign subsidiaries have been translated at rates which do not differ 
significantly from year-end rates or average rates during the year, other than amounts for noncurrent assets and liabilities which 
have been translated at rates in effect in the years the balances arose. 


FOREIGN SUBSIDIARIES: 

Principal financial data of foreign subsidiaries were as follows: 
1971: 

Assets . 

Liabilities, other than due the Company . 

Net assets .......... 

Company’s equity and advances. 

Operating revenues ... 

Net earnings. 

Company’s equity . 

1970: 

Operating revenues 
Net earnings 

Company’s equity .. 


Consolidated 

Subsidiaries 


$294,477,000 
153,652,000 
140,825,000 
140,825,000 
434,874,000 
, ,19,392,000 
19,392,000 


345,111,000 

14,147,000 

14,147,000 


Unconsolidated 

Subsidiaries 


$219,483,000 

105,611,000 

113,872,000 

75,245,000 

389,739,000 

16,279,000 

9,928,000 

280,806,000 

10,940,000 

6,779,000 


RESERVE APPLICABLE TO INTERNATIONAL OPERATIONS: 

It is the Company’s policy to provide out of earnings appropriate amounts for possible losses which might arise from any 
downward revaluation of the Company’s investments in foreign subsidiaries which could be caused by governmental actions or 
by currency devaluations ($1,723,000 and $2,101,000 provided in 1971 and 1970, respectively) and for U.S. income taxes 
relating to undistributed earnings of foreign subsidiaries ($1,132,000 and $754,000 provided in 1971 and 1970, respectively). 
In addition, in accordance with the Company’s policy, this reserve was increased by net exchange gains on translation of 
foreign currencies of $2,928,000 in 1971 and $548,000 in 1970. 


RECEIVABLES: 

Current earnings are charged with an allowance for doubtful accounts based on experience and any unusual circumstances 
which may affect the ability of customers to meet their obligations. Receivables are reflected in the balance sheet net of such 
accumulated allowances. Accounts deemed uncollectible are charged against this allowance. 

INVENTORIES: 

Inventories are valued at the lower of cost or market. The cost of leaf tobacco is determined on an average cost basis and the 
cost of other inventories is determined generally on a first-in, first-out basis. 

It is a generally recognized industry practice to classify the total amount of leaf tobacco inventory as a current asset although 
part of such inventory, because of the duration of the aging process, ordinarily would not be utilized within one year. 

PROPERTY, PLANT AND EQUIPMENT AND RELATED DEPRECIATION: 

Property, plant and equipment are recorded at cost. Maintenance and repairs are charged to income and expenditures for 
renewals and improvements are capitalized. 

The Company provides for depreciation of these assets by a charge against income at rates considered adequate to amortize 
the cost of such assets over their useful lives, using the straight-line method of computation. 


1 
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The provisions for depreciation included in the consolidated statements of earnings were $21,500.000 for 1971 and 
$17,658,000 for 1970. 

The Company is presently constructing a new cigarette factory in Richmond, Virginia. This facility is scheduled for completion 
in 1973 at an estimated cost, exclusive of processing equipment, of $80,000,000 of which S19,500,000 had been expended 
at December 31, 1971. 

BRANDS, TRADEMARKS, PATENTS AND GOODWILL: 

At December 31, 1971, this account included costs in excess of net assets of companies acquired prior to November 1, 1970 
of approximately $ 166,700.000. The Company is not amortizing such costs because, in the opinion of management, the 
related investments have not experienced any diminution in value. 

Costs in excess of net assets of companies acquired after November 1, 1970 of $ 1,893,000 arc being amortized over a period 
of no more than forty years in conformity with an opinion of the Accounting Principles Board. 

Patents and patent rights arc being amortized on the straighLline method based on their respective lives. 

LONG-TERM DEBT: _ December 31 


1971 1970 


4% % Sinking Fund Debentures, due June 1, 1979 

$ 9,705,000 

$ 14,580,000 

4.90% Notes, payable $2,600,000 annually from 1974 to 1988 and $16,000,000 on 



November 1, 1989 

55,000,000 

55,000,000 

6% % Sinking Fund Debentures, payable $3,500,000 annually from 1976 to 1992 
and $15,500,000 on October 15, 1993 

75,000,000 

75,000,000 

75,000,000 Eurodollar revolving credit maturing on July 1, 1976. Interest on 
current notes is 6-13/16% to 8% 

26,000,000 

29,750,000 

8!/i % Guaranteed (by Philip Morris Incorporated) Sinking Fund Debentures of 

Philip Morris International Capital N. V payable $600,000 annually 1975 
through 1979, $1,500,000 annually 1980 through 1985 and $3,000,000 on 

June 1, 1986 ... .. , 

15,000,000 


8% Guaranteed (by Philip Morris Incorporated) Notes of Philip Morris international 
Capital N. V. payable on June 1, 1978 ... 

15,000,000 


7 Vi % Guaranteed (by Philip Morris Incorporated) 60,000,000 Dutch guilder notes 



of Philip Morris International Capital N. V. payable 15,000,000 Dutch guilders 



annually beginning November 1, 1975 . 

17,868,000 

■ - 

Other notes and debentures . . .. 

2,960,000 

4,201,000 


216,533,000 

178,531,000 

Less, Amount included in current liabilities . 

100,000 

200,000 

Senior debt . 

$216,433,000 

$178,331,000 

10% Subordinated Notes, payable $3,600,000 annually from 1974 to 1976 and 
$5,760,000 annually from 1977 to 1981 and $32,400,000 on August 1, 1982. 

Callable after July 31, 1973 at no premium . 

$ 72,000,000 

$ 72,000,000 

6% Convertible Subordinated Debentures, payable $4,000,000 annually from 

1980 to 1993 and $44,000,000 on September 1, 1994. Of the original issue of 
$ 100,000,000, $50,2’22,000 have been converted into 1,809,652 common shares 
through December 31, 1971. The remaining debentures are convertible at 
$27.75 per share into 1,793,801 shares of common stock of the Company subject 
to adjustment under certain conditions .. . .. 

49,778,000 

81,152,000 

4V^ % Subordinated Guaranteed (by Philip Morris Incorporated) Debentures of 

Philip Morris International Finance Corporation. Of the original issue of 
$25,000,000, $21,326,000 have been converted into 669,156 common shares 
through December 31, 1971. The balance is payable on August 1, 1988 if not 
previously converted. The remaining debentures are convertible at $31.86 per 
share into 115,317 shares of common stock of Philip Morris Incorporated subject 
to adjustment under certain conditions.... 

3,674,000 

8,097,000 

4^ % Subordinated Guaranteed (by Philip Morris Incorporated) Debentures of 

Philip Morris International Finance Corporation. Of the original issue of 
$40,000,000, $29,449,000 have been converted into 813,517 common shares 
through December 31, 1971. The balance is payable on January 1,1989, if not 
previously converted. The remaining debentures are convertible at $36.19 per 
share into 291,544 shares of common stock of Philip Morris Incorporated subject 
to adjustment under certain conditions...... .... 

10,551,000 

30,820,000 

Subordinated debt .. ........ . 

$136,003,000 

$192,069,000 

Source: https://www.industrydocuments.ucsf.edu/docs/qmfl0000 
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Generally, the long-term debt is callable, at annually decreasing premiums. The sinking fund requirements of the convertible 
debentures may be satisfied by the amount of debentures converted. 


Expenses incurred in securing long-term loans are included in other assets and are being amortized on the straight-line method 
over the respective lives of the issues giving rise thereto. 

Aggregate maturities of long-term debt in each of the following years are: 1972, $100,000; 1973, $300,000; 1974, $7,900,000; 
1975, $ 11,300,000; and 1976, $40,800,000. 

CAPITAL SHARES: _ December 31 _ 

1971 1970 


Preferred, 4% Series: 


Authorized and issued 

147,873 

149,872 

In treasury 

30,874 

18,956 

Outstanding 

116,999 

130,916 

Preferred, 3.90% Series: 

Authorized and issued 

103,163 

104,470 

In treasury 

40,528 

23,705 

Outstanding 

62,635 

80,765 

Common, $1 par value: 

Authorized 

50,000,000 

50,000,000 

Issued 

. 26,284,981 

24,413,807 

In treasury 

115,527 

254,967 

Outstanding 

. 26,169,454 

24,158,840 



The Company is required to set aside annually in sinking funds, amounts sufficient to redeem 1,999 shares of preferred stock, 
4% Series, at $ 105.50 per share and 1,307 shares of 3.90% Series at $ 100.75 per share. Shares held in treasury at 
December 31, 1971 are sufficient to fulfill sinking fund requirements for more than the next 15 years. During the year, 32,047 
shares of the preferred stock were acquired for the treasury. 

The preferred stock is redeemable at any time, otherwise than through sinking funds, at $105.50 per share plus accrued 
dividends for the 4% Series and at $ 100.75 per share plus accrued dividends for the 3.90% Series. 


During 1971, 139,440 shares of treasury common stock and 1,689,733 unissued shares of common stock were issued upon 
conversion of convertible subordinated debentures. In addition, 181,441 unissued shares of common stock were issued upon 
exercise of stock options under approved stock option plans. 

STOCK OPTIONS: 

Pursuant to stock option plans approved by stockholders, common stock of the Company has been made available for option to 
officers and other key employees at market prices on the dates granted. 




1971 

1970 

Shares under option, beginning of year 

442,711 

513,647 

Options granted . 

106,350 

109,000 

Options exercised 

. (181,441) 

(176,262) 

Options canceled 

. . (3,785) 

(3,674) 

Shares under option, end of year 

363,835* 

442,711 

Shares available for option, end of year . 

79,622 

182,187 


* At prices ranging from $ 11.50 to $65.25. 
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dividend RESTRICTIONS: 

Certain of the agreements covering long-term debt and preferred stock contain restrictions with respect to the payment of 
dividends (other than stock dividends) on common stock and to the purchase, redemption or retirement of capital shares. At 
December 31, 1971, approximately $248,000,000 of consolidated earnings reinvested in the business was free of such 
restrictions. 

EARNINGS PER SHARE: 

Primary earnings per common share is calculated on the weighted average number of shares of common stock outstanding 
during each year, which was 25,063,307 in 1971 and 22,806,598 in 1970. 

Fully diluted earnings per common share gives effect to the reduction in earnings per share which would result from the 
conversion of all outstanding convertible securities and the exercise of stock options. Convertible securities were 
assumed to have been converted from the beginning of the year and net earnings were adjusted for related interest net of its tax 
benefit. Funds assumed to have been received from exercise of stock options were assumed to have been used to acquire 
shares for the treasury at the higher of the average market price during the periods or the market price at the close of the 
periods. The number of shares of common stock used in this computation was 28,278,474 for 1971 and 28,298,283 for 1970. 

PENSION PLANS: 

The Company and certain of its consolidated subsidiaries have pension plans covering substantially all of their employees. 

The total pension expense for the years 1971 and 1970, respectively, was $11,200,000 and $8,250,000, which includes amortiza¬ 
tion of prior service cost over a period of 30 years. The Company's policy is to fund accrued pension cost. 

FEDERAL AND OTHER INCOME TAXES: 

Deferred federal and foreign income taxes have been provided in recognition of timing differences in reporting certain items of 
income and expense, including depreciation, for financial statement and tax purposes. 

During 1970, the Company provided for the estimated loss to be incurred on the proposed sale of certain assets and recognized 
the appropriate deferred income tax benefit. For tax purposes, the loss became deductible in 1971. This timing difference is a 
major reason for the net change in the provision for deferred income taxes. 

Investment tax credits had no material effect on these financial statements. 

RESEARCH AND DEVELOPMENT: 

These expenses are charged to income as incurred. 
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Fifteen Year Financial Review Philip Morris Incorporated and Consolidated Subsidiaries 


tin thousands except last eight items) 

1971 

1970 

1969 

1968 

1967 

Operatins; Revenues .. . 

. $1,852,495 

1,509,540 

1,142,373 

1,019,846 

904,84^ 

Federal Excise Taxes 

. 441,143 

372,092 

319,086 

295;903 

271,070 

Foreign Excise Taxes . 

. 201,386 

147,124 

54,247 

41,841 

39,65^* 

Earninus Before Income Taxes 

. 189,800 

150,008 

115,613 

100,107 

81,317 

Pre-Tax Profit Margins 

. \027o 

9.9% 

10.1% 

9.8% 

9.09^ 

Net Earninas 

. . . 101,498 

77,498 

58,340 

48,866 

43,601 

Dividends Declared: Common 

31,080 

24,452 

21,794 

18,755 

15,226 

Dividends Declared: Preferred 

752 

870 

887 

922 

922 

Net Earnings Reinvested 

. 69,666 

52,176 

35,659 

29,189 

27,453 

% of Net Famines Reinvested . 

. 68.6% 

67.3% 

61.1% 

60.0% 

63.0% 

Capital Expenditures . 

. 68,001 

39,595 

23,636 

26,373 

25,688 

Annual Depreciation 

. .. 21,500 

17,658 

13,512 

12,139 

10,903 

Property, Plant & Equipment (Gross) . 

. 447,075 

394,088 

236,962 

219,346 

193,656 

Property, Plant & Equipment (Net) . 

. 274,070 

236,697 

147,354 

138,704 

123,555 

Inventories 

. 670,244 

568,428 

447,319 

451,922 

386,576 

Current Assets . 

. 826.453 

728,837 

574,988 

561,685 

485,908 

Working Capital . 

417,591 

347,682 

315,871 

312,406 

306,172 

Total Assets .... 

. 1,392,035 

1,239,424 

976,489 

786,578 

648,994 

Short-Term Debt . 

. . 201,400 

187,100 

158,100 

153,800 

82,600 

Senior Lone-Term Debt ... 

. 216,500 

178,500 

168,700 

176,000 

173,80*^ 

Subordinated Long-Term Debt. 

136,000 

192,100 

163,600 

25,000 

■ 

Total Debt .. 

553,900 

557,700 

490,400 

354,800 

256,400 

Stockholders’ Equity . 

. 579,114 

452,849 

355,808 

314,496 

280,186 

No. of Common Shares—Actual . 

. 26,169,454 

24,158,840 

22,565,334 

22,200,308 

21,830,874 

No. of Common Shares—Weighted Average. 

. 25,063,307 

22,806,598 

22,269,461 

21,928,890 

21,674,884 

Primary Earnings Per Common Share... 

. $4.02 

3.36 , 

2.58 

2.18 

1.97 

Fully Diluted Earnings Per Common Share. 

. 3.64 

2.85 

2.40 

2.14 

1.94 

Dividend Declared Per Common Share.. 

.. 1.21 

1.05 

.98 

.85 

.70 

Book Value Per Common Share . 

. 21.44 

17.87 

14.78 

13.12 

11.77 

Market Price of Common Share High-Low. 

. 71-46% 

50%-28 

36%-25i/8 

34%-22 

28%-15% 

Closing Price December 31 . 

7014 

49% 

35% 

32 

22% 
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1 

1966 

1965 

1964 

1963 

1962 

1961 

1960 

1959 

1958 

1957 

i 

^ 771,975 

704,544 

641,439 

585,059 

550,624 

529,127 

509,332 

499,598 

473,552 

439,920 

1 

■ 234,975 

214,128 

194,312 

193,768 

187,133 

184,146 

175,947 

168,608 

163,023 

151,646 


^ 30,057 

27,780 

22,462 

8,276 

3,785 







65,144 

52,423 

44,466 

46,729 

47,464 

45,985 

44,578 

41,159 

39,854 

35,740 


8.4% 

7.4% 

6.9% 

8.0% 

8.6% 

8.7% 

8.8% 

8.2% 

8.4% 

8.1% 


34,183 

26,509 

22,614 

22,052 

21,946 

21,511 

20,984 

19,590 

18,705 

17,441 

f-- 

15,101 

12,896 

12,867 

12,855 

13,046 

13,212 

13,085 

11,140 

10,467 

10,017 


923 

943 

953 

953 

953 

970 

1,011 

1,024 

1,037 

1,039 

18,159 

12,670 

8,794 

8,244 

7,947 

7,329 

6,888 

7,426 

7,201 

6,385 

X 

53.1% 

47.8% 

38.9% 

37.4% 

36.2% 

34.1% 

32.8% 

37.9% 

38.5% 

36.6% 

1 

17,089 

12,078 

19,366 

26,243 

11,843 

8,733 

7,300 

12,380 

8,580 

8,337 

9,532 

8,857 

8,316 

6,765 

6,293 

5,638 

5,362 

4,932 

4,981 

4,472 


172,593 

159,759 

153,224 

139,595 

110,204 

99,066 

93,641 

90,050 

80,906 

74,009 

1 

110,157 

104,044 

102,417 

93,150 

68,664 

61,560 

59,960 

59,655 

53,444 

51,024 

1 

297,761 

271,823 

257,256 

235,375 

228,088 

232,'541 

209,326 

210,967 

219,744 

213,209 

1 

372,895 

339,082 

318,978 

297,295 

279,068 

277,350 

249,819 

252,239 

271,658 

263,210 

i 

1 

253,257 

213,826 

202,810 

190,982 

179,222 

190,859 

190,423 

187,404 

150,103 

149,063 

1 

512,549 

466,277 

443,438 

412,543 

365,024 

351,018 

321,717 

321,620 

333,489 

327,224 

1 

27,200 

57,300 

56,700 

53,800 

57,400 

45,200 

21,000 

30,000 

89,400 

84,200 

I 

^ 133,800 

100,800 

102,300 

91,400 

63,400 

65,400 

67,400 

69,100 

30,600 

33,700 

1 

f 

W 161,000 

158,100 

159,000 

145,200 

120,800 

110,600 

88,400 

99,100 

120,000 

117,900 

1 

249,821 

230,677 

217,783 

208,711 

201,720 

199,685 

195,956 

189,317 

181,352 

179,352 


21,613,344 

21,521,730 

21,458,478 

21,429,444 

21,526,428 

21,972,954 

22,029,792 

21,937,686 

21,774,654 

21,728,070 


1.54 

1.19 

1.01 

.99 

.98 

.94 

.91 

.85 

.81 

.76 

r 

1.54 

1.19 

1.01 

.99 

.98 

.94 

.91 

.85 

.81 

.76 

1 

.70 

.60 

.60 

.60 

.60 

.60 

.60 

.52 

.50 

.50 

1 

10.48 

9.63 

9.03 

8.62 

8.25 

7.99 

7.74 

7.47 

7.13 

7.05 

s 

17%-12i4 

16V4-121/8 

1414-1114 

15-1114 

18%-10i/8 

20%-13 

13%-10 

10%-9 

1014-7% 

7%-6% 


17 

14% 

1214 

12% 

1214 

18% 

13% 

10% 

10% 

7% 
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